AUDITOR’S REPORT OF THE AUDiTOR-GENERAL TO THE NORTHERN CAPE 

PROVINCIAL LEG1SLATURE AND THE KAROO HOOGLAND MUNICIPAL COUNC1L 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Karoo Hoogland Municipaiity 
which comprise the statement of financial position as at 30 June 2010 and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the Statements of Generally Recognised 
Accounting Practice (Statements of GRAP) and in the manner required by the Local 
Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). This 
responsibility includes: designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonabie in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
and, section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on these financial 
statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonabie assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficiënt and appropriate to provide a 
basis for my audit opinion. 



Basis for qualified opinion 
Other income 

7. 1 was unable to confirm the occurrence, completeness and accuracy of other income 

disclosed as R186 054 per note 24 to the financial statements due to the foliowing: 

® Sufficiënt appropriate audit evidence could not be obtained regarding debit 
transactions amounting to R1 015 542 and credit transactions amounting to 
R1 212 924 described as “SARS revenue”. The municipality imposed a limitation on the 
scope of my work due to a lack of adequate supporting documentation with regard to 
items posted to this line item. 

The municipality’s records did not permit the application of alternative audit procedures. 


Irregular expenditure 

8. The completeness of irregular expenditure disclosed as R669 481 in note 39.3 to the 
financial statements could not be confirmed as I could not rely on the system in place for 
the detection and complete disclosure of irregular expenditure. The municipality’s records 
did not permit the application of alternative procedures. 


Qualified opinion 

9. In my opinion, except for the effects of the matters described in the Basis for qualified audit 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Karoo Hoogland Municipality as at 30 June 2010 and its financial 
performance and its cash flows for the year then ended are prepared, in all material 
respects, in accordance with Generally Recognised Accounting Practice and in the manner 
required by the MFMA. 

Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

10. As disclosed in note 33 to the financial statements, the corresponding figures for 30 June 

2009 have been restated as a result of an error discovered during the year ended 30 June 

2010 in the financial statements of the Karoo Hoogland Municipality at, and for the year 
ended, 30 June 2009. 

Unauthorised expenditure 

11. As disclosed in note 39.1 to the financial statements, unauthorised expenditure to the 
amount of R3 407 052 was incurred, as the limits of the votes within the approved budget 
were exceeded. 



Additionai matters 

I draw attention to the matter below. My opinion is not modified in respect of the matter: 

Information included in the annual report 

12.1 have not obtained the annual report and have not been able to identify any material 
inconsistencies with the financial statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

13. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the Municipal Finance Management Act, Act No. 
56 of 2003 (MFMA), the Municipal Systems Act, Act No. 32 of 2000 (MSA), Municipal 
Structures Act, 1998 (Act No. 117 of 1998), Municipal Regulations and financial 
management (internal control). 

Non- compliance with regulatory and reporting requirements 

No reporting against predetermined objectives 

14. The Karoo Hoogland Municipality did not prepare the annual performance report in terms of 
section 46 of the MSA and section 121(3)(c) of the MFMA. 

Existence of a performance audit committee 

15. The Karoo Hoogland Municipality did not appoint and budget for a performance audit 
committee, nor was another committee utilised as the performance audit committee, as 
required by regulation 14(2) of the Municipal Planning and Performance Regulations, 2001. 

Internal auditing of performance measurements 

16. The Karoo Hoogland Municipality did not develop and implement mechanisms, systems 
and processes for auditing results of measurement as part of the internal audit processes, 
as required in terms of section 45 of the MSA. 

Compliance with laws and regulations 

Municipal Finance Management Act 

17. The municipality did not have an internal audit unit for the financial year as required by 
section 165(1). 

18. The municipality did not have an audit committee for the financial year as required by 
section 166(1). 

19. Several creditors were not settled within 30 days from the receipt of invoice as required by 
section 65(2). 

20. Contrary to section 112(1) the supply chain management policy was in conflict with the 
MFMA and supply chain management regulations. 

21. No risk assessment was performed for the identification, consideration and avoidance of 
potential risks in the supply chain management system as required by section 41(2). 



22. Expenditure was not incurred in accordance with the approved budget of the municipaiity 
and exceeded the limits of the amounts appropriated for the different votes in the approved 
budget of the municipaiity contrary to section 15. 


INTERNAL CONTROL 

23. I considered internal controi relevant to my audit of the financial statements and the report 
on predetermined objectives as weil as compliance with the Municipai Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA), the Municipai Systems Act, 2000 
(Act No. 32 of 2000) (MSA), Municipai Structures Act, 1998 (Act No. 117 of 1998) and 
Municipai Regulations, but not for the purpose of expressing an opinion on the 
effectiveness of internal controi. 

24. The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraphs, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

Leadership 

25. The accounting officer did not evaluate whether management has implemented effective 
internal Controls by gaining an understanding of how senior management has met its 
responsibilities. Senior management did not adhere to internal Controls which resulted in 
unauthorised and irregular expenditure being incurred by the municipaiity. 

26. In the absence of appropriate GRAP training to the finance staff, management appointed 
external service providers to compile the financial statements. 

Financial and performance management 

27. Senior management did not implement adequate corrective actions to address the risks 
relating to the achievement of reporting on performance against predetermined objectives. 

28. Detailed Standard operating procedures setting out the roles and responsibilities of all 
levels of staff involved in the collection and collation of reporting on performance against 
predetermined objectives, from source document to reporting, has not been communicated 
to all affected employees in the municipaiity. 

29. There are significant deficiencies in the design and implementation of internal controi in 
respect of compliance with applicable laws and regulations. 


Governance 
Internal audit 

30. The municipaiity did not establish an internal audit unit to enhance the internal controi 
environment. The internal audit unit is imperative to ensure the proper implementation and 
monitoring of internal controi. 



Audit committee 


31. The municipality did not estabüsh an audit committee. The audit committee is imperative to 
ensure the proper implementation and monitoring of internal contra!. 

Risk management 

32. The municipality did not conduct a risk assessment on a regular basis. There are 
deficiencies in the design and implementation of internal control in respect of risk 
management. 


CfuclrK 

Kimberley 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Audiling lo builcl public confidence 



